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PREFACE 



The object of this series is to present briefly and simply the results of 
new research into the economic, technical and human problems of 
industrial progress — problems arising from automation and other 
advances in techniques, and problems of management and social 
relations. 

The series is commissioned and edited by the Department of 
Scientific and Industrial Research, which seeks to provide a forum for 
responsible new thinking and to stimulate independent discussion and 
action, including further research. The conclusions and speculations 
are those of the investigators, mostly from the universities and other 
well-known research bodies. 

This issue examines evidence and opinion about the working of 
financial incentive schemes. It is not a technical essay dealing in detail 
with the design of various types of incentive schemes. Rather, its 
purpose is to set financial incentive schemes in their social, economic 
and administrative context, and to explore the numerous influences 
which are at work to affect the way such schemes are regarded by 
managers, trade unions and workers. To do this Dr. T. Lupton has 
consulted many sources of information, most of which are not speci- 
fically acknowledged in the text. This is inevitable in the attempt to 
compress so much into so short a book. 

Dr. Lupton wishes to express his thanks to Miss A. D. Bird and 
Mr. Jack Mather who, while research students in the Department of 
Social Anthropology and Sociology at Manchester University, helped 
in exploring the extensive literature on financial incentives when 
early drafts were being prepared. Miss Shirley Wilson, a former 
research assistant in the same Department, helped greatly with the 
final draft. Miss Sylvia Slrimmin and Mr. R. Marriott of the Medical 
Research Council and Dr. Hilde Behrend of Edinburgh University 
offered comments and criticisms. None of these is responsible for the 
views expressed. 



Information Division , 

Department of Scientific and Industrial Research, 

State House , High Holhorn , London , W.C.l August 1961 



Printed image digitised by the University of Southampton Library Digitisation Unit 



CONTENTS 



page 

INTRODUCTION 4 

INCENTIVES IN THEORY AND PRACTICE 6 

THE ASSESSMENT OF SUCCESS 9 

THE INFLUENCE OF THE SOCIAL GROUP 10 

GROUP BONUS AND OTHER SCHEMES 15 

THE PROBLEM OF RATE SETTING 16 

COMPARATIVE STUDIES 20 

THE EFFECT OF TECHNOLOGY 24 

CONCLUSION 25 



Illustrations by Marc 



Printed image digitised by the University of Southampton Library Digitisation Unit 



INTRODUCTION 



Financial incentive schemes relate the output and earnings of workers 
according to a pre-determined or agreed formula. They are intended 
to direct human activities towards defined objectives; i.e. they are 
means to influence, or to control, the behaviour of individuals at work. 
It is usually claimed that such schemes promote and maintain high 
levels of output, and lower costs per unit of output, while at the same 
time increasing the earnings of workers. For this reason they are 
regarded as effective ways of enhancing co-operation between 
managers and workers by serving the interests of both. 

These incentive schemes, more than other systems of wage payment, 
are consistent with certain current social aims and values. If they help 
to raise the level of productivity they contribute to higher material 
standards of living. They reward individual striving and at the same 
time allow the individual a degree of personal choice in relating effort 
and earnings. In this way financial incentive schemes aim to reconcile 
the individual’s demand for freedom of decision with the close 
managerial control over his activities, which is necessary to administer 
complex production systems. In onr society higher material standards 
of living axe desired and sought after ; we approve of individual striving 
and reward it; we value individual freedom of choice and decision 
while recognizing the need to organize and direct individual behaviour 
towards socially approved objectives. The principles which underlie 
financial incentive schemes correspond almost exactly with these 
accepted social values. Therefore one would expect to find these 
schemes widely adopted. 

Yet such methods of wage payment have not been universally 
adopted. It has been estimated recently that 55 per cent of British 
workers are paid according to some kind of financial incentive, which is 
an increase of 4 per cent since 1939. ^ Such a relatively slow rate of 
growth may be interpreted as showing that with increasing mechaniza- 
tion the need for them is less urgent. To offer rewards for greater 
effort when the pace of work, or the total output of a process, is wholly 
or mainly determined by the machine, would seem pointless. Or it 
may he that financial incentive schemes have already been applied to 
most of the tasks to which they are appropriate. Again, it is possible 
that financial incentive schemes have not produced the results 
expected and that managers have been discouraged. 
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Where incentive schemes have been introduced and have been 
relatively ineffective the possible explanation may be that they have 
been introduced in a naive belief in a simple cash theory of motiva- 
tion, when all the attendant circumstances tended to emphasize the 
discrepancy between worker and management standards. The 
apparent relative decline in the popularity of financial incentive 




schemes might also be explained by the general rise in the standard 
of living. It is reasonable to suppose that workers with high living 
standards are less likely to respond to the offer of marginal increments 
of income for greater effort than those with low living standards, 
assuming that they are already receiving an adequate wage. For lack 
of adequate evidence it is impossible to judge these interpretations. 
However, the working of incentive schemes has been studied for a 
number of years. The purpose of this pamphlet is to discuss the evi- 
dence from these studies, particularly the findings of recent research 
in Britain, and to examine the reasons suggested for the success or 
failure of certain types of schemes. 
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INCENTIVES IN THEORY AND PRACTICE 



Financial incentive schemes rest on three distinct but related 
assumptions : 

(a) The desire to possess more money exerts a powerful 
influence on human behaviour. 

(b) Levels of money reward and effort can be systematically 
related. 

(c) If effort and reward are so related the prospect of more 
money will call forth greater effort and hence higher 
output. 

Few people would accept these assumptions exactly as they stand. 
It is recognized that, however powerful the desire for money, indivi- 
duals are moved by other considerations, for example fear, uncer- 
tainty and the force of custom. Therefore a more commonly held view 
is that cash incentives will only be fully effective as an incentive if 
certain other conditions are fulfilled : the individual must feel secure ; 
the physical conditions of work should be pleasant; and the work satis- 
fying in itself; social relationships at work must be based on mutual 
trust and confidence; and a sense of common purpose is needed. 
According to this view it is therefore of great importance for managers 
to create, by administrative and other means, the other conditions 
which will ensure the success of the financial incentive scheme. 

The importance of adequate technical and administrative arrange- 
ments for the success of financial incentive schemes is stressed in the 
report of a survey carried out in the U.S.A. Four-fifths of the schemes 
described in 516 companies were said to have developed 1 major 
weaknesses’.^ These were apparently caused by technical defects in 
design and in application, and by ‘ inept human relations ’ ; i.e. the 
schemes themselves rested on a valid concept, hut were somehow 
marred by bad application. But the evidence of this survey alone is 
inadequate and, however plausible it may seem, the conclusion cannot 
be accepted without reservation. 

A similar judgement must be applied to the many surveys which 
report the success of financial incentive schemes. For example, a 
government survey® in the U.S.A. , covering over goo firms, reported 
production increases averaging 40 per cent, average reductions in unit 
cost of nearly 12 per cent, and increases in earnings of iyg per cent. 
However, the absence of detailed evidence about the circumstances 
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in which these results were achieved makes it difficult to define the 
right conditions for success. 

More detailed investigations have specified some of the conditions 
which might affect the success of financial incentive schemes. For 
example, one writer/ 4 * arguing from the findings of several studies 
of incentive schemes, has said that increased costs may well result 
from the administrative expense of installing and maintaining incen- 
tive schemes, and the withholding of effort by workers. This evidence 
may be regarded as a criticism of the assumption that the desire for 
more money exerts a powerful influence on human behaviour, since 
an explanation is needed of why workers withhold effort and thus lose 
money. But it may also be seen as an argument in favour of creating 
the conditions essential for success by removing the obstacles which 
cause workers to withhold effort. 

Some investigators have stressed the need to ensure that workers 
are aware of the relationship between performance and earnings. It is 
said — and it seems mere common sense — that unless this relationship 
is understood, some of the incentive value of a scheme may be lost. 
Where incentive schemes are complicated in design, however, it might 
be difficult to make sure that workers understand the principles on 
which they are based. In multi-factor schemes, for example, where 
earnings may be related not only to output, but also to factors such as 
machine utilization and quality, it may not be easy for workers to 
grasp the relationship. The same difficulty may arise in workshops 
where small batches or single articles are produced. In such shops 
incentive schemes are often complicated by the introduction of 
allowances to compensate for delays due, for example, to program- 
ming difficulties, or faulty components. The problems which may arise 
in these circumstances are illustrated in detail in recent studies by 
sociologists from Manchester University/ 5 ’ 6 ’ 7 * and by investigators 
from the Department of Scientific and Industrial Research/ 8 * These 
studies will be referred to again later. 

An earlier study^ 9 * quotes some women workers who were anxious 
to understand the working of the incentive scheme : 

‘ We’ve been to ask them to explain , bid the gentlemen in the office 
say it's in decimals which we couldn't understand , and that we 
must go back to work and not make a fuss' 

To illuminate this general problem a study of workers’ understand- 
ing of incentive schemes was recently conducted by the Industrial 
Psychology Research Group of the Medical Research Council/ 10 * 
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Three hundred and eighty workers in six factories were interviewed 
to find out what they understood about the incentive schemes under 
which they worked. Few were able to explain exactly how their bonus 
was calculated, and those who could were exceptional in having special 
access to knowledge, for example as works council representatives. But 
the majority had evolved some method to calculate their weekly 
earnings. 

This study showed that there was no clear relationship between 
ability to calculate earnings, and knowledge of the principles of a 
scheme. Nor did the workers’ own estimates of their understanding 
relate to accuracy in forecasting earnings. But satisfaction with a 
scheme went with ability to explain changes experienced in the level 
of earnings. It appears from this study that even if incentive schemes 
are not formally understood, some method of explaining the relation- 
ship between performance and earnings will be devised by workers 
themselves. The investigators concluded that merely to explain the 
principles of a scheme is not enough, for it may not be obvious how it 
works in practice. On the other hand workers who, in practice, can 
accurately estimate their own earnings, may be dissatisfied because 
they do not understand the formal principles involved, and may wish 
for an opportunity to understand them. 

The M.R.C. study and some others already mentioned are examples 
of the approach which attempts to define some of the conditions in 
which financial incentives may operate effectively. Other studies stress 
effective supervision, joint consultation and good communications, as 
necessary conditions for the success of incentive schemes. Sometimes 
the problem is posed the other way round, and the claim is made that 
the incentive scheme itself improves relationships within a workshop. 
The author of a recent article (11> claimed that after introducing a 
financial incentive scheme his firm obtained productivity increases of 
40 to 50 per cent; labour costs were decreased and earnings increased. 
It was said that the scheme had also improved relationships within the 
firm by giving 

‘ convincing evidence of management’s intention to provide the 
opportunity for increased earnings under the best possible 
conditions ’ . 

These examples, selected from a wide range of studies and reports, 
argue against the view that the motive of financial gain applies regard- 
less of the particular circumstances. They represent attempts to define 
some of the conditions which will ensure that workers respond to 
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